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On March 1, 2001, the Institute of Medicine
(IOM) released its report, “Crossing the Quality
Chasm: A New Health System for the 21st Cen -

tury,” in response to alarming rates of medical errors that
led to thousands of unnecessary deaths. The report called
for changes within information technology (IT), pay-
ment policies, and the medical workforce. By stressing a
“new paradigm for healthcare delivery,” the IOM identi-

fied 15 medical conditions for which improvements
could be made to improve the delivery of patient care.1

By examining publicly available medical records, a
seminal study found that, on average, Americans
received only 50% of recommended care for acute and
chronic conditions.2 Simple tasks like providing smok-
ing-cessation counseling had only an 18.3% level of
adherence. Dismal performance in diabetes management
resulted in US providers achieving <25% the success of
the UK’s National Health Service (NHS) in reducing
microvascular complications.2 The Centers for Medicare
& Medicaid Services (CMS) was called upon to quickly
improve quality of care in the United States. 

Background: Pay-for-performance initiatives have been suggested as a way to improve the
quality of patient care and provide incentives to improve providers’ performance. The Centers
for Medicare & Medicaid Services has endorsed such programs to improve quality of care.
Objective: To examine the state of quality initiatives endorsed by the Centers for Medicare
& Medicaid Services in which institutions, provider groups, and physicians are awarded
incentives based on adherence to composite metrics.
Method: A literature search was conducted using the keywords “pay-for-performance,”
“quality improvement,” “medical errors,” and “physician incentive plans.”
Results: Although quality of care has improved in healthcare settings that engage in pay-
for-performance initiatives, what can be attributed to payer-incentive programs is uncertain.
Studies demonstrate that, of the 25 hospitals classified by the Centers for Medicare &
Medicaid Services to be in the lowest decile of quality improvements, all still made signifi-
cant progress in adhering to quality metrics after participation in the study. Financial rewards,
however, were distributed based on a predetermined threshold established by the Centers
for Medicare & Medicaid Services to be given only to participants who fell in the top 2
deciles. Penalties were incurred by the 51 hospitals that were within the bottom 2 deciles
despite making substantial improvements. At such institutions, large minority communities
and Medicaid populations comprise the patient populations. Other pay-for-performance
schemes, such as employer-based purchasing, consumer health-spending accounts, and
collaborative groups, were studied, with little data to support definite benefits.
Conclusions: Examining rates of improvement in adherence to pay-for-performance ini-
tiatives when determining how to distribute financial rewards should be studied alongside
the current classification by absolute deciles. By rewarding rates of improvement, potential
elimination of quality disparities for hospitals that serve large Medicaid and minority popu-
lations can be achieved, because such organizations are encouraged to invest in quality
improvement as a result of substantial progress made. Although alternative strategies like
employer-driven value-based purchasing and collaboratives seem promising, the long-term
effects of such initiatives still need to be studied. Creating greater financial incentives for
individual providers to participate in pay-for-performance programs for many years to come
will remain a challenge. [AHDB. 2010;3(2):135-142.]
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This present study was undertaken to examine the
quality initiatives endorsed by CMS in response to this
effort. A literature search was conducted using the key-
words “pay-for-performance,” “quality improvement,”
“medical errors,” and “physician incentive plans.”

CMS Establishes P4P Initiatives
Responding to this call and aiming to strengthen

quality measures, improve patient outcomes, and main-
tain physician accountability, CMS established pay-for-
performance (P4P) initiatives at the end of 2003. The
goals of the project were simple: if various healthcare
stakeholders could not only demonstrate higher quali-
ty but also publicly report such results, financial incen-
tives would follow. Through various initiatives and
demonstrations, such as the Hospital Quality Incentive
Demonstration (HQID) and Chronic Care Improve -
ment Program, CMS developed quality metrics that
targeted hospital facilities, physician groups, and indi-
vidual providers to improve practice habits. 
The purpose of HQID was to distribute financial

rewards to hospitals that demonstrated high-quality
performance on 34 quality measures established by
CMS across 5 clinical conditions addressing acute care.
After 3 years of using a nationally standardized set of
quality measures to evaluate individual hospital per-
formance, composite quality scores were calculated
using an aggregate of adherence to all quality measures.
A comparison was then made to a predefined threshold
determined at the start of the project. For example,
acute myocardial infarction (MI) was 1 of the 5 clini-
cal conditions studied. Nine quality measures were

intended to be met for any patient who was diagnosed
with the condition. From the use of aspirin at arrival to
prescribing beta-blockers at discharge, such metrics
were closely followed.
Hospitals were then ranked according to their com-

posite quality scores, with the first 10% placed in the top
decile.3 Hospitals in the top decile implementing the
greatest number of quality measures would receive a 2%
bonus at the end of the year. In the third year of the
demonstration, hospitals that fell into the last 2 deciles
would incur a 1% to 2% cut from their Medicare diag-
nostic-related grouping payments.3
In the medical community, such metrics can seem

obvious when treating each condition individually.
However, they can also quickly define and label a
patient with the wrong diagnosis, leading to further
tests and medications the patient does not need. For
example, patients who have chest pain are often misdi-
agnosed with having an acute MI, when gastro -
esophageal reflux or musculoskeletal aches are the
actual cause of their pain. Other times, the patient car-
ries diagnoses that can confound the pathophysiology
of the conditions, in which particular drugs or process-
es that CMS holds up to high standards are not indi-
cated. For instance, beta-blockers, although listed as a
quality metric to be given on arrival for all patients
who present with acute MI, are not indicated in
patients who also have a heart rate <60 beats per
minute, systolic blood pressure <100 mm Hg, or mod-
erate-to-severe stage C congestive heart failure (CHF).4
Aside from implementing quality measures, CMS

established the Medicare Care Management Demon -
stration, which promoted the adoption of technology
such as electronic medical records (EMRs). Bonus pay-
ments were awarded to practice groups whose members
proceeded with IT implementation and used the EMR
to collect data on meeting clinical quality measures.5
Although many practices were convinced that the use
of EMRs was applicable to the needs of their practices,
the transition to that technology would have to occur
slowly.6 With a wide array of products, combined with
a fast-paced, dynamic IT market, the uncertainty of
how to integrate such software was a resonating theme.6
Indirect and direct costs of implementation, accessibil-
ity, and daily use could make it difficult to justify an
EMR application when a small practice struggles to
simply meet its bottom line. 

CMS Hospital Quality Incentive Demonstration
In November 2005, after 1 year of implementation of

the HQID initiative, CMS conducted an internal review
of the composite quality scores for 5 clinical condi-
tions—acute MI, community-acquired pneumonia
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KEY POINTS
u In 2003, CMS established P4P initiatives to
strengthen quality measures, improve patient
outcomes, and maintain physician accountability.

u Such P4P programs offer incentives to hospitals,
provider groups, and physicians based on adherence
to specific composite metrics.

u This study raises the possibility that the quality
composite scores promoted by CMS with P4P
programs may also be in need of improvement.

u When treating minorities, providers are less likely
to use the latest evidence-based guidance.

u For quality efforts to motivate doctors, it is becoming
increasingly apparent that incentive programs have
to represent a considerable fraction of their income.

u New P4P initiatives aim at creating market competi-
tion by establishing high and low performers. Others
use collaborative practice groups to influence care.
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(CAP), CHF, coronary artery bypass grafts, and hip and
knee replacements.3 The results demonstrated that
improvement was made across all indicators by every
participating hospital. From using prophylactic antibi-
otics before surgery to providing smoking-cessation assis-
tance to patients with CAP, CMS participants boasted
an average improvement of 6.6% in 22 of the 34 clinical
indicators initially set forth. As had been promised,
CMS paid more than $8.85 million in incentives to the
highest 20% of performers. Hospitals in the ninth and
tenth deciles faced reimbursement penalties for future
care provided.3
In analyzing results through June 2007, the 255 hos-

pitals that participated in the HQID project demon-
strated a 17.3% increase over 5 years in median compos-
ite quality scores, a combination of clinical quality and
outcome measures.3 Median appropriate care scores—
calculated by determining whether a patient received all
possible care measures within a clinical area—also
improved over 5 years by an average of 52.6% across all
the 5 clinical conditions. When compared with nonpar-
ticipating hospitals, hospitals participating in the HQID
project achieved 6.5% higher scores for 19 publicly
reported quality indicators.3

Results of Independent Studies
After CMS completed its internal review, a number

of studies tried to recreate these findings. At first glance,
many seemed to confirm CMS’s claims. In a study exam-
ining the additive benefit of P4P over public reporting of
outcomes, hospitals participating in P4P programs not
only made greater progress in 7 of the 10 individual per-
formance metrics but also made large strides on all other
composite measures of quality.7 Although all baseline
scores were higher after 1 year for those enrolled in P4P
programs, the rate of improvement varied among those
in the 5 quintiles studied.7
Hospitals in the lowest quintile at the start of the

study made the largest gains in quality improvement. For
instance, P4P-participating hospitals (N = 51) in the
fifth and lowest quintiles had a 25.2% increase from an
initial dismal 62.6% rate of adherence rate to quality
metrics established in patients who presented with heart
failure. For the same condition, the 51 hospitals in the
first quintile actually dropped 0.1% from their previous
adherence rate of 93.7%.7 This trend was true across all
10 composite measures studied. Such “high-performing”
hospitals experienced a “ceiling effect” on improvement,
arguing that little improvement, if any, was left to be
made at the start of the study.7
Achievements made by the lowest quintile or “low-

performing” hospitals, however, were overshadowed by
CMS’s method of incentive distribution. CMS rewards

absolute performance based on what decile a hospital lies
in rather than on rates of improvement, so that the 102
participants who remained in the lowest 2 deciles were
anticipated to receive a 1% to 2% financial penalty
placed on their Medicare payments, despite making
29.2% of the 41.2% of total improvements achieved by
all participants during the course of the 2-year study
period. For hospitals that were penalized at the end of
the study despite achieving success in reorganizing their
process flows, many may not see the value of participat-
ing in P4P programs over the long-term.7
Another study discredited not just CMS’s classifica-

tion of low- and high-performing hospitals but the
entire CMS initiative, citing a lack of control group
for comparisons as a fatal flaw.8 According to this
analysis, independent hospitals outside the CMS ini-
tiative showed the same rate of improvement for all 9
of CMS’s composite measures for patients admitted
with acute MI.8 Simply by adhering to their own qual-
ity initiative programs, the American College of
Cardiology standards, or the American Heart
Association guidelines, independent hospitals demon-
strated equivalent gains.
Clinical outcomes (which have not been a focus of

the CMS initiative) were also studied in great detail in
addition to process measures. Mortality scores of CMS-
participating hospitals were not incrementally greater
than that of independent hospitals. P4P had little, if any,
incremental impact on a patient’s care or outcome dur-
ing an acute MI, as measured by 14 process measures
closely looked at in the study for patients with estab-
lished non–ST-segment elevations on electrocardio-
gram.8 Improvement in quality attributable to P4P was
not as significant in the study (1.6% over 3 years8 vs
4.3% unadjusted over 2 years,7 as reported earlier by
Lindenauer’s analysis of CMS7), demonstrating the lack
of concrete evidence linking P4P programs to better
quality of care.8
Whether improvements made at CMS-participating

hospitals can be attributed to P4P is debatable, but
another question arises. Are the quality composite scores
that CMS hopes to improve also in need of improve-
ment? According to some researchers, analyzing the
existing process flow and level of adherence to quality
indicators for a particular hospital, practice, or depart-
ment is an important first step before implementing per-
formance metrics. 
For example, emergency departments and urgent

care clinics nationally have implemented many of
CMS’s guidelines for years. Performance metrics—such
as treating an acute MI with aspirin or monitoring
pulse oximetry in patients with CAP—already have
high levels of adherence nationally (94.7% and 99.4%,
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respectively).9 Although the HQID-participating hos-
pitals reported higher scores in adherence to 19 quality
indicators compared with nonparticipating hospitals,
nonparticipating hospitals may not see a strong need to
achieve any incremental benefit if their levels of adher-
ence are already high.
In contrast, Glickman and colleagues argue that

focusing on the use of existing research networks, large
quality-improvement registries, and further departmen-
tal analysis may be more beneficial.9 Understanding the
dynamic structures of each department (ie, the use of IT,
incentive structures, culture, treatment algorithms,
patient waiting times, and treatment durations) can
potentially garner greater success in developing a frame-
work centered on composite measures that follow.9
Although some composite measures achieve high

levels of compliance nationally, others lack additional
detail to aid the physician in improving the patient’s
clinical outcome. Merely documenting vital signs and
oxygen saturation in the care of patients with CAP, as
suggested by CMS, is not considered a higher standard of
care if such data are not correlated with, for example, the
patient’s ventilator settings or arterial blood gas. Such
correlations should be included when drafting the com-
posite metrics that CMS aims to establish.9

Potential Disparities Created by P4P Programs
Disparities in medicine over the treatment of multi-

ple conditions have been well documented.10,11 When
treating minorities, providers are less likely to use the
latest evidence-based trends.12-14

Black Patients
Using Medicare data, researchers have examined

whether hospital performance varies, after controlling for
pertinent variables, as a function of the percentage of
black patients the hospital serves.15 In the care of patients
with acute MI and CAP, a significant inverse relationship
exists between hospitals’ composite performance scores
and the percentage of black persons these hospitals treat.
Such hospitals are at increased financial risk for treating
blacks under the CMS P4P program.
Although explanations seem vague as to why serving

minority communities results in lower performance
scores, some investigators have suggested that blacks are
served by physicians who have no specialty board certi-
fications and have reduced access to state-of-the-art
technology.15 Additional research must be conducted to
determine why such a correlation is true. Is it a reflection
of the physicians at such hospitals and their respective
training, or is it the case complexity of the populations
they treat? 
Regardless of the reasons, with lower performance

scores, hospitals that serve larger black populations will
find it even more difficult to invest in CMS-suggested
process flows that strive to improve performance if
CMS classifies them in the lower deciles and penalizes
them financially. With poor performance results that
are publicly reported, such hospitals will likely blame
the minority patients they serve, citing a strong corre-
lation with their performance and case mix, giving rise
to administrators seeking healthier, higher socioeco-
nomic patients to serve.

Medicaid Populations
Current P4P schemes are not just affecting black pop-

ulations but all patients covered by Medicaid. Safety-net
hospitals that serve a large percentage of Medicaid
patients are finding it increasingly difficult to achieve
performance metrics enforced by CMS. 
Of the 4464 hospitals that participated in a recent

study, those that treat a higher percentage of Medicaid
patients had comparatively worse performance scores
and made significantly smaller improvements over time,
classifying them as low performers.16 Hospitals caring for
fewer Medicaid patients had an average performance
gain of 39% and were subsequently classified as top per-
formers. Top-performing hospitals serving a high per-
centage of Medicaid patients who presented with an
acute MI had nearly a 75% decrease in performance
from 2004 to 2006. At the same time, top-ranked hospi-
tals serving a low percentage of Medicaid patients for the
same composite measure, acute MI, had increased gains
between 13.6% and 19.7% in performance. These pat-
terns held true across 3 other P4P conditions for which
CMS seeks to make quality improvements.16
With such results, hospitals serving primarily

Medicaid patients would fall significantly below the
threshold, incurring financial penalties rather than
receiving the bonuses necessary to allow these facilities
to make infrastructural changes. 

Potential Correction
It is certain that care for underserved patients con-

centrates at low-performing hospitals. With revenue
margins for such hospitals already in the red, it becomes
difficult to shift costs onto payers, while continuing to
deliver healthcare. By restructuring CMS’ performance
schemes to look at rates of improvement along with
absolute numbers, CMS can potentially correct some of
the disparities, allowing P4P financial gains to be
accrued at such hospitals over time. Also, by adjusting
for patient case mix and treatment opportunity mix,
CMS might observe moderate changes that affect hospi-
tal performance, rankings, and eligibility for P4P finan-
cial benefits for those hospitals currently ranked lowest.17
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P4P and Its Use Outside of CMS
In an effort to instill quality initiatives among health-

care providers, CMS does not remain alone. Major cor-
porations in multiple industries have joined efforts to
improve quality of care.
General Electric, Partners Healthcare, Tufts Health

Plan, the Lahey Clinic, and other employers in
Massachusetts have developed Bridges to Excellence, a
program initiative that rewards physician offices up to
$55 per patient annually for quality improvements made
in IT, care-coordination systems, and decision support
teams. In addition, physicians who are recognized as an
American Diabetes Association provider for implement-
ing exceptional diabetic care are paid rewards of up to
$100 per patient. 
Six California health plans under the collaboration

called Integrated Healthcare Association seek to
improve standards of care with the use of consolidated
physician performance scorecards.18
The Leapfrog Group has also made significant strides

in mobilizing employer purchasing power, working with
corporations to encourage transparency, as well as to
financially reward hospitals that have a demonstrated
record of high-quality care.19
Anthem Blue Cross and Blue Shield in New

Hampshire launched an incentive program to improve
quality in 1999, focusing on rewarding practices for
implementing preventive measures, such as cancer
screening, well-child examinations, and childhood
immunizations. Under this program, physicians who
ranked in the top 25% of adherence to metrics relative
to other providers within the network received an addi-
tional $20 per patient per year. In 2002, physician prac-
tices received up to $12,062 in bonuses for practicing
higher standards of care in the previous year.18
Yet for quality efforts to motivate doctors, it is becom-

ing increasingly apparent that incentive programs have
to represent a considerable fraction of their income. Too
many P4P initiatives prevent providers from engaging in
such programs; the costs to enact the metrics outweigh
the financial merits received from them. For example,
under the current Bridges to Excellence program, incen-
tives only cover 1% of the patient’s expenses in a gener-
al internist’s office.18 This equates to just more than
$1200 of additional revenue for the entire year in a prac-
tice with 2300 patients.18 With continued Medicare cuts
(5.4% in 2002), physicians may be forced to adopt other
practice alternatives, such as increasing patient volume,
rather than implementing payment incentives.18

New Strategies to Improve P4P
Currently, P4P initiatives are aimed at creating mar-

ket competition by establishing high and low perform-

ers. The theory behind the model is to motivate groups
to achieve above and beyond the threshold of their fel-
low competitors. Others, however, have formulated dif-
ferent methods to encourage quality improvement.
Coined “collaborative” practice groups, they try to
influence care broadly by bringing community health
centers together to learn and disseminate quality-
improvement techniques.20  The following chronology
is used: 
• Come to learn 
• Implement 
• Intervene
• Share results. 
E-mail updates, monthly reports, and continuous

feedback are also integral components to such a collabo-
rative effort.
Impressive results have been reported.20 Intervention

centers that participated in one such collaborative made
significant gains in composite indicators. From preven-
tion to disease management, the participating centers
boasted up to a 6.2% higher rate of improvement in
adherence to such indicators compared with centers
that did not participate.20 One significant limitation to
the study’s results, however, was that no significant
improvement in outcomes was seen. Positive long-term
results from the collaborative are yet to be determined.
Another innovative strategy has been to involve

patients directly by allowing consumers of healthcare to
examine quality data and make decisions for themselves.
Such a system has been proposed, aligning performance
initiatives to that of consumer purchasing power. First, a
healthcare spending account is established. The con-
sumer has access to data that examine efficiency and
quality among providers and hospitals. Assuming that
consumers then make economical choices and are moti-
vated to seek physicians who provide high-quality, low-
cost, and efficient care, they are later rewarded with tax
breaks for unspent funds that can be used for future
unexpected healthcare expenditures. 
Problems arise with fixed consumer accounts.

Consumers often like having their healthcare decisions
made by others, such as their employers. For employers,
wide coverage variability, with different market prices,
makes assigning a fixed dollar amount to spending
accounts difficult. Creating access to such quality rat-
ings becomes problematic. How much information
does one make transparent? Providers have been
staunchly opposed, mainly as a result of the high direct
costs they face in collecting data, as well as quality
measures that are undefined and variable from practice
to practice.
Yet some initial studies show that linking financial

incentives to individual empowerment based on dis-
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seminated quality of care data has its benefits. In one
program, patients and families who selected organ
transplant centers on the basis of quality and costs, and
were later rewarded financially for doing so, had a high
level of measured satisfaction once their surgery was
complete.21 Minnesota’s Buyers Health Care Action
Group released data to consumers in the market regard-
ing health plans that were low in cost yet high in qual-
ity ratings based on satisfaction surveys completed by
enrollees. Enrollment increases ranged from 15% to
57% among the top 4 plans once the information was
made public.22
In a Merck/Medco-sponsored study conducted in

2001, a more impressing approach was taken, penalizing
consumers with a 10% increase in premiums if they did
not select lower-cost, yet equally efficacious, medica-
tions within similar drug groups.23 Financially incen-
tivizing the consumer worked; by 2005, the company
boasted a substantial increase in the use of more cost-
effective drugs. Each 1% increase in the use of generics
yielded an estimated $200 million in savings for the
Merck/Medco plan sponsors and members.23
While incentivizing consumers may prove benefi-

cial, pharmaceutical companies still struggle to convert
efficacy in clinical trials to effectiveness in clinical
practice. For example, although new medications have
improved survival in patients who develop heart fail-
ure, the improvement in physician use is not as dra-
matic as drug companies would like to see. Despite
clinical trials all concluding that angiotensin-convert-
ing enzyme inhibitors, beta-blockers, and aldosterone
antagonists have some beneficial role in a patient who
has suffered an acute MI, underutilization of these ther-
apies in clinical practice reflects no significant change
in epidemiologic data.24

Employers’ Use of Value-Based Purchasing Strategies
In 2007, 158 million nonelderly Americans were cov-

ered under employer-based health insurance, with
employers becoming the leading source of health insur-
ance in the United States. With annual premiums aver-
aging 5% higher than the previous year and 120% high-
er since 1999 after accounting for inflation, one would
think firms would look to sponsor P4P initiatives and
value-based plans with the goal of keeping increasing
healthcare costs from translating into higher premiums.25
The Leapfrog Group and Bridges to Excellence have led
many of the efforts to encourage companies to become
active participants in comparing quality when selecting
plans. Through the promotion of hospital safety meas-
ures profiling as well as providing tools to help employ-
ees to make healthcare decisions, such groups have
assisted employers in providing greater transparency for

their employees’ healthcare decision-making.26
Other priorities, however, are of greater concern to

executives. Across 41 US markets, firms rank geograph-
ic distribution and premium rates as the most important
characteristics when choosing health plans 85% of the
time.26 Metrics ostensibly reflective of quality of care are
given far less weight. Whereas 65% of employers are vig-
ilant of patient satisfaction indicators for health plans,
few reported making such information transparent to
their employees.26 The use of report cards, bonuses in
contractual plans, and premium contribution to encour-
age employees to choose better plans, are provided to
employees making healthcare decisions by firms only
23% of the time.26
Although larger employers are engaging the concept

of value-based purchasing more than their smaller coun-
terparts, the concepts of examining IT infrastructure
(shown in multiple studies to reduce errors and improve
quality of care27,28) with physician and medical group
quality data were studied less than 20% of the time
among all employers. 
Because of a lack of concrete cost-benefit analysis,

65% of employers rarely engage in value-based purchas-
ing primarily. Many small- or medium-sized businesses
incorrectly translated higher value to mean higher pre-
miums. Others could not justify spending the additional
premiums now on attractive health plans when research
regarding the intangible effects on workforce productiv-
ity, benefit to cost-savings, and the ability to attract and
retain employees is inconclusive.26

Conclusions
In 2003, England’s NHS outlined a proposal institut-

ing 76 quality initiatives to aid 10 clinical domains of
care. The plan accompanied a substantial increase in
payments to providers who adhered to such targets.29 Did
CMS and private payers simply try to apply NHS’ quali-
ty initiatives to their broken system too hastily? By
developing their own P4P initiatives, CMS also sought
to address increasing costs and poor performance by link-
ing reimbursement to adherence to standards purported
to measure the quality of the healthcare being provided
by physicians and hospitals.
Initial studies demonstrated improvement in quality

for hospitals participating in the P4P initiative.
However, once comparisons were made to hospitals not
participating in the CMS project, results were variable
regarding differences in quality composite scores
between the 2 groups. Research has shown that small
financial gains are simply insufficient as currently pro-
vided and are not enough to motivate providers and hos-
pitals to do better. Problems arose with how to distribute
payments, as well as whether improvements of some of
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the metrics set forth were needed. 
Hospitals categorized as low performing as a result of

their current standing in a low decile made improve-
ments but not enough to be classified as top performers,
making it difficult to continue to serve their patient and
payer mix, especially if the majority of their patients are
covered only by Medicaid. By examining rates of im -
provement, along with absolute categorization in a top
decile, distribution of financial incentives can motivate
all participating and potentially eliminate disparities.

Other alternatives, such as collaborative, consumer-
directed spending accounts, pharmaceutical initia-
tives, and employer-driven initiatives, have shown
some success, but more data are needed. Although P4P
programs in some form likely are here to stay, keeping
providers invested in closing gaps in disparity, while
instituting plans that work, will be challenging.
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PAYERS: Drs Sura and Shah focus their article on
the benefits of pay-for-performance (P4P) programs in
the hospital setting, while also noting some problems
related to office-based healthcare. Although hospital-
ization represents a large cost for relatively brief
episodes of care, the majority of patients receive their
care in the physician’s office setting. Office-based P4P
programs have some of the same potential benefits as
in the hospital, but they have been associated with
even greater concerns.    

As healthcare costs have increased faster than other
costs, healthcare payers and purchasers continue to
search for mechanisms to ensure high-quality, cost-
efficient care. Such value-based purchasing (VBP) has
allowed these third parties to transition from passive
payers to active purchasers of care. Those involved in
healthcare reform have identified 4 cornerstones upon
which quality improvement activities can be based.
One of these involves the adoption of incentives to
promote high-quality, cost-effective care. The Deficit
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Reduction Act of 2005 focused on VBP and P4P
efforts. Executive Order 13410, issued in August 2006
by President Bush, recommended P4P models of re -
imbursement. In 2007, then–Health and Human
Services (HHS) Secretary Michael Leavitt encour-
aged major healthcare purchasers to adopt VBP. The
Medicare Improvements for Patients and Providers
Act of 2008 required HHS to develop a plan to tran-
sition physicians to VBP/P4P. Private payers have rap-
idly implemented many P4P programs. 

Some initiatives, such as CMS’s Physician Quality
Reporting Initiative (PQRI), reward physicians’ vol-
untary reporting with monetary compensation. Other
initiatives levy fines for hospital nonreporting. Private-
sector programs frequently reward physicians for meet-
ing not only quality-of-care goals but also nonclinical
patient satisfaction. Private payer P4P programs often
purport that their goal is to improve quality, but the
process can be manipulated such that the primary goal
is to reduce cost. With more than 100 P4P programs
in the marketplace, providers have a very difficult
time meeting the reporting requirements, which vary
significantly based on the clinical measures, quality
metrics, and the patient population targeted.
Although it may be difficult to measure quality out-
comes of care, many plans have substituted easier
process measures instead of outcome measures;
depending on the data, it may be very difficult to
attribute care or lack thereof to a specific provider. 

The goals of P4P programs are similar but their
incentives vary significantly. Some P4P programs
award modest bonuses to providers who meet program
objectives; others offer bonuses only to providers who
document improvement in meeting metrics; yet oth-
ers reward only top performers. Other programs offer
consumers reduced copayments, coinsurance, de -
ductibles, or premiums for using only providers identi-
fied as “high quality.” Newer programs reward care
coordination models, such as implementing a medical
home or accountable-care organizations.

Among the greatest challenges facing purchasers
and public/private payers in implementing P4P/VBP
programs is ensuring the validity and credibility of the
metrics. Many metrics are based on treatment guide-
lines, and many of these guidelines, as Dr Jerome
Groopman has elucidated,1 are conflicting and are
often produced by entities with significant potential
for conflict of interest. Risk adjustment is also essen-
tial, because patients and physicians are not truly fun-
gible entities. CMS’s PQRI and other state reporting

experiments have experienced significant problems. 
Because of flaws in these programs, most have not

produced the desired results. Despite extensive and
frequent physician feedback about them, many pro-
grams continue to move toward public disclosure of
inherently flawed data. Simple disclosure of these
flaws, however, is insufficient—correction is essen-
tial. Programs in Massachusetts, New York, Texas,
and Washington have publicly released flawed data,
resulting in litigation and significant monetary set-
tlements against payers.    

PROVIDERS/PATIENTS: The goal of such
quality feedback programs should be to educate physi-
cians to assist them in practice management and pro-
vision of quality care. Paramount to the success of
such programs is reliable, verifiable data; however,
almost every state/federal program has experienced
serious data accuracy problems. Inaccurate data can
increase the risk of unintended consequences, mislead
patients, harm a physician’s reputation, and increase
physician distrust in P4P participation. Without clin-
ical data, claims data alone are clearly insufficient to
document the full spectrum of specific patient care. 

Patient adherence to recommended intervention
must also be considered. Physicians must be given the
opportunity to review the accuracy of the patient
attribution and the clinical data. Harmonization of
the metrics being studied must occur across all payers.
Physicians must also be given the right to appeal and
correct inaccuracies before any data or conclusions are
released to the public. Publishing poor quality meas-
ures, and making access to physicians, dependant on
potentially inappropriate and/or poorly attributed
metrics, make the information relatively meaningless
to those aware of the lack of validity, and potentially
damaging to physician practices, if patients seek care
based on this poorly collected and attributed data.
Because of these many difficulties, physician partici-
pation in such flawed processes should remain volun-
tary until these problems are fully rectified.

1. Groopman J. How Doctors Think. New York, NY: Houghton Mifflin; 2007.
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